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Romania’s current account balance includes the balance of goods and services (or commercial) income from employment, 
recording significant imbalances since the fall of socialism until present day, and the deteriorating balance of trade (a 
significant volume of imports as compared to the lower volume of exports). During the global financial crisis, there was a 
decrease in both imports and exports. In January 2009, for the first time, the balance of trade recorded a positive 
equilibrium amid higher exports as compared to the imports’ declining volume. The situation was repeated in 2013, amid 
increasing volumes in exports, mainly supported by the auto industry. 
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1. Introduction 
The balance of payments reflects the changes and transfers of capital in relation to the situation abroad. The 
balance deficit or surplus implies a sort of penury or a currency surplus that has an impact on the exchange rate 
of the national currency. The equilibrium in the balance of payments depends on the value of exports and 
imports, on the degree of the products’ efficiency and competitiveness, price level, international services and 
the conjecture on international markets (Voinea, 2007). A deficit in the balance of payments leads to a higher 
demand for foreign currency to the detriment of national currency which would depreciate in this situation.  
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However, an exceeding account balance involves a high amount of foreign currency for which the national 
currency would be exchanged. An increasing demand for a state’s currency consequently leads to its 
appreciation.   
 
2. The relation between the balance of payments and the exchange rate  
Assuming there is a strong relation between the two variables, the depreciation of a currency cannot be 
enough of a stimulus to pass from a deficit to a surplus of the balance of payments. This occurs in the context 
of a high elasticity of the volume of international exchanges, further to the changes in the exchange rate, of a 
high weighting of the balance of goods and services. All this takes place against the background of equilibrium 
in the balance of payments – no significant deficits or surpluses are recorded (Fig. 1).          
 
Fig. 1: Relations between the exchange rate, the balance of payments, supply and demand for currency 
 
 
Source: own processing after Voinea, M. Gheorghe, RelaĠii valutar-financiare internaĠionale,  
Alexandru Ioan Cuza University Press, Iaúi, 2007, p. 85 
 
The balance of trade surplus influences the exchange rate of the national currency in the sense of its 
appreciation. But on the other hand, a strong currency stimulates imports and inhibits exports. The decrease in 
exports (the increase in the deficit of the balance of trade) shows its effects in the depreciation of the national 
currency. A weaker currency stimulates exports that will receive more units from the national currency. Thus, 
an exceeding balance of trade is reached and the balance of payments finds its equilibrium. 
The appreciation of the exchange rate in real terms influences the situation of the balance of trade and the 
decrease of the level of competitiveness of exported products, by making it worse. The source of the deficits in 
the current account can be found in the disequilibrium between economies and investment, the former being 
rendered unsustainable when accompanied by the appreciation of the exchange rate of the national currency. 
This appreciation leads to cheaper imports and may stimulate the increase in the import of goods meant to be 
invested with beneficial effects on the economy. 
In the case of emerging economies such as Romania’s, the appreciation of the exchange rate may owe to the 
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disruption of the strong depreciation trend at the beginning of the transition period. After a period of strong 
depreciation, the national currency will be restored to long-term equilibrium for a time. The appreciation may 
also be the result of a real growth in economic competitiveness.  
The analysis of the impact of the balance of payments and its influence on the exchange rate may be studied 
from two perspectives: the non-alignment opinion and the fundamental one.1 The non-alignment opinion 
supports real appreciation as the result of a choice in the exchange rate regime and in the capital flows which 
are foreign to the economy and this leads to a decrease in competitiveness. Thus, according to this theory, 
rising account deficits are a result of appreciation and can only be covered by the depreciation of the national 
currency. The other viewpoint highlights the fact that the appreciation of the exchange rate is not a signal that 
marks the loss of competitiveness and is determined by the fundamental changes that occur at the level of the 
economy. In this context, appreciation is considered to be the result of correction of a previous depreciation, far 
greater, or of economic growth.        
The impact exerted by work productivity on import, export and the balance of trade of a country was tackled 
by Mihail Manoilescu in his theory on protectionism and international exchange. Thus, the following situations 
can be distinguished:  
a) Industrial countries (which are developed from an economic viewpoint) that exported industrial goods 
and imported raw materials and food products and whose average productivity per exported goods (pe) was 
higher than general productivity (pg) and the work productivity related to imported goods (pi):      
    pe > pg > pi                                                                    (1) 
Against the background of these countries’ changing their average amount of exports for an average amount 
of imports, the gain can be noted at the level of international trade. Moreover, the average productivity of 
exported goods contributed to the increase of exports, the equilibrium of the balance of trade and currency 
appreciation.  
b) Agricultural countries (namely less developed countries from an economic viewpoint) that exported 
cereals, raw material with lower productivity and imported industrial products with high productivity:        
pe < pg < pi                                                           (2)     
The countries in this category are in a disadvantage with respect to international trade since they give up 
lower productivity goods for imported industrial ones.  
In the context of a country’s imports of industrial goods with higher productivity and exports of raw 
material, the respective country will face a deficit of the balance of trade that incurs currency depreciation.   
 
2.1. Foreign direct investment 
A high amount of investment to highly productive branches of national economy contributes to the increase 
of the demand for foreign currency, and the exchange rate of the national currency is thus positively influenced 
by the process.   
Babecky, Bulir and Smidkova (2010)  suggest that foreign direct investment in new EU member states has a 
positive impact on financial markets, the situation of the balance of payments, and, implicitly, on the 
sustainable appreciation of the real exchange rate. The currencies of European countries that joined the 
European Union recorded an appreciation of the exchange rate when there was a low value of net external debt 
and large capital inflows. Apart from the positive effects that show in the appreciation of the exchange rate, 
capital inflows contribute to the observance of the Maastricht Treaty for the adoption of a unique European 
currency.       
 
2.2. Economic Cyclicity 
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In times of great economic growth characterized by an increase of productivity and exports, the national 
currency is appreciating. During economic expansion, risk tolerance is higher, constraints related to financing 
decrease showing their effects on the increase of indebtedness and market liquidity, prices in assets are going 
up and companies’ balance sheets are underestimated.     
 
2.3. The course of the current account balance in Romania    
 
In 1989, Romania had a current account surplus of approximately 3.3% of the GDP. The transition process 
was accompanied by permanent current account deterioration. The following year, in 1990, Romania already 
had a current account deficit of 8.5% of the GDP. The rapid deterioration was associated to the quick pace of 
exports and a drop in imports, not to mention that the most important partners of Romania in this respect were 
ex-communist countries.    
The lowest level in the current account deficit was recorded in 1999, against the background of a real 
depreciation of the Romanian leu, of granting allowances by the state for the credits used in the production of 
goods destined for export and the increase of the demand for Romanian products from western countries. Since 
2001, Romania has followed a rising trend of the current account deficit. The situation for the current account 
was becoming worse and this may be explained by the fact that exports were insufficiently supported, along 
with the increase in capital costs meant to reduce inflationist pressure. The aggravation of the situation for the 
balance of trade (and, implicitly, of the current account) implies depreciation pressure of the national currency 
in the context of an increased demand for foreign currency.    
As shown by graph 1, the balance of trade (the goods and services component of the current account) 
recorded between January 2005 – October 2013, points out to a higher deficit than the one of the current 
account. The situation is similar to the one in the early post-communist years.   
The course of the current account and the balance of trade are rendered in Fig. 2. 
 
Fig. 2: Course of the current account balance and of the balance of trade in Romania between January 2005 – October 2013  
 
- million EUROS - 
 
Source: National Bank of Romania, www.bnro.ro, 2013 
 
To a certain extent, the balance of trade deficit was improved by the remittances of Romanian workers 
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employed abroad. The amounts in foreign currency were sent by them to their families, thus contributing to the 
improvement of the current account situation and the support of the national currency, due to a higher demand 
for the Romanian leu. A study of the Soros foundation showed that, for every five euros earned by Romanians 
abroad, four are spent and only one is sent back to Romania. In the first four months of 2011, remittances 
dropped by 10%, thus reaching one billion euros. Consequently, the situation of current Romanian transfers 
during January 2005 – October 2013 is the following:       
 
Fig. 3: Evolution of transfers from the Romanian current account balance between January 2005 – October 2013  
 - million EUROS - 
 
Source: National Bank of Romania, www.bnro.ro, 2013 
 
Remittances of Romanian workers were higher during religious holidays. Their ascendant trend was 
maintained until the international financial crisis occurred. In the context of an increasing deterioration of 
budgetary deficit in EU member states where most Romanian workers were employed (i.e. Italy or Spain), 
austerity measures are expected with tremendous consequences on the level of remittances in Romania.  
The situation of the current account balance may influence the exchange rate from the perspective of foreign 
currency amounts that will enter the country and the reflection of Romania’s economic state by means of the 
way in which imports are covered at the exports’ expense.  
The increase of the level of current transfers was associated to the appreciation of the national currency, 
especially during the period of religious holidays and at the end of the year. The decrease in the remittances of 
Romanian workers employed abroad has led to their weaker influence on the economy than before, ever since 
2003.       
3. Conclusions 
The information contained in the balance of payments is of interest to a certain extent, i.e. as long as it 
explains the level of the exchange rate since the balance illustrates the situation of economic relations of some 
countries to the rest of the world. The deficit or surplus in the account of the balance of payments may explain 
the level of the exchange rate based on the mechanic effect of such disequilibrium on the demand and supply of 
cost estimates. Thus, a deficit increases the demand for cost estimates which leads to a drop in the value of the 
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national currency on the market. Between the exchange rate and external economic and financial rapports, 
multiple relations are established and they interfere with the problematic incurred by the interpretation of the 
balance of payments.  
There is a double influence between the balance of external payments and the national currency: 
• the balance of external payments is either active or passive, hence its way to reach equilibrium which 
influences the exchange rate of the national currency; 
• the exchange rate of the national currency influences prices, hence the higher or lower profit from 
international transactions.    
The way in which a country’s balance of payments reaches equilibrium is an extremely sensitive piece of 
information when related to the exchange rate:  
• reaching equilibrium when there is deficit (when the final equilibrium is attained due to the 
contribution of external financing, of the use of foreign-exchange reserves or of a part of the internal 
monetary mass) leads to a reduction of the currency holders; this occurs in a country with a deficit 
balance since there is the fear that the respective country will not be able to provide goods so as to 
cover its available sums at the international level, hence the depreciation of the exchange rate for the 
national currency; 
• reaching equilibrium when there is surplus (when the final equilibrium is attained due to the 
contribution of gross receipts from exports) which makes economic agents from external markets trust 
the currency of the respective country more; this will obviously have a favourable influence on the 
exchange rate of the national currency.   
The current account is influenced by the competitiveness of the products that make the object of 
international transactions, as well as the fluctuations of the national currency with respect to other currencies. 
An appreciated national currency in relation to a reference currency leads to an increase in the volume of 
imports against the background of export diminution. To conclude, if the national currency follows a 
depreciation trend, exports are encouraged and imports diminished as far as international transactions are 
concerned.        
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